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In a Feb. 2 appearance before the Joint Economic Committee of Congress, Federal Reserve Board
chairman Paul Volcker said efforts to reduce the US trade deficit "cannot be successful unless other
countries are taking constructive complementary actions to maintain their own growth, to keep
their markets open, and to deal with legitimate complaints of unfair trade practices." He added that
under current conditions of rather sluggish growth among the major industrial countries, abrupt
and further declines in the dollar vis-a-vis other currencies could be disastrous. In reference to
congressional action on trade policy, Volcker warned that "resorting to broad-brush protectionism"
will result in depressed economic growth worldwide. Highlights of Volcker's remarks follow: Stated
simply, we are living beyond our means as individuals, enterprises, and government we have been
spending more than we produce. That might be acceptable if we were matching...foreign borrowing
with a surge in productive investment in the United States. That's been the case at times in the
distant past in the United States and in other countries more recently. But we are not making that
match now... Progress toward reducing the extraordinary budget deficit is necessary and appears
to be underway...The Gramm-Rudman- Hollings targets have signaled [Congress's] intentions,
but more important than those numerical targets is specific action by the Congress to ensure that
the deficit will in fact continue to decline year by year. Without that progress, it's difficult to see
how we could manage to reduce the trade deficit and with it the net capital flow from abroad
without jeopardizing growth, progress toward lower interest rates, and financial and price stability
at home... To the extent that some...countries have large and growing external surpluses, the time
has clearly come for them to open their markets more broadly. In doing so, the benefits of their
growth [would also benefit] trade partners, and they [would] contribute to easing the problems of
worldwide adjustments. I want to emphasize...that these actions (and others) by the industrialized
countries, and by certain newly industrial- ized countries are a necessary part of achieving the
healthy economic environment essential for...developing countries to constructively deal with their
debt burdens...In particular, they must be able to penetrate the export markets of other nations
outside the US.
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